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Further Economic Expansion in 1956
TOTAL OUTPUT reached new highs in
1956 in response to further expansion in
demands for goods and services. Resources
of manpower, materials, and plant continued
to be intensively utilized and the price struc-
ture was subject to upward pressures. Strong
demands for credit pressed against the sup-
ply of funds and interest rates rose to highs
for the postwar period.
Gross national product in 1956 amounted
to $412 billion, $22 billion or 5.5 per cent
larger than in 1955. This compares with
an increase of 8 per cent in 1955 from the
slightly reduced level of the preceding year.
Following an unusually rapid expansion,
output began to level off late in 1955 as ex-
penditures for automobiles and new houses
were curtailed, as may be seen on the chart.
Increase in gross national product in the
first half of 1956 was moderate and repre-
sented largely higher prices. The sharpest
rise of the year came in the fourth quarter,
with most types of expenditure up; at an
annual rate of $424 billion, gross national
product was 5.5 per cent larger than a year
earlier. Higher prices accounted for about
half of the increase.
Throughout 1956, the strongest expan-
sive force was provided by business expendi-
tures for plant and equipment, which
totaled one-fifth more than in 1955. From
the fall of 1955 to the spring of 1956, the
dollar amount of increase in such outlays
about equaled the decline in spending for
autos and homes. Accumulation of non-
farm business inventories in 1956 was little
changed from the total for the preceding
NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation; estimates for the fourth quarter
of 1956 by the Council of Economic Advisers. Consumer and
other includes consumer purchases of goods and services other
than autos and parts; State and local government purchases
of goods and services; net foreign investment; and business
inventory change. Plant and equipment includes producers'
durable equipment and private nonresidential construction.
Autos relate only to consumer expenditures for automobiles
and parts.
year. Demands from abroad contributed to
expansion as United States exports increased
further, while imports remained near the
advanced levels reached in early 1956.
Steady growth in disposable personal in-
come in 1956 permitted increases both in
total consumer expenditures for goods and
services and in personal saving. Expendi-
tures for services and most goods continued
to grow as rapidly as in 1955. With pur-
chases of automobiles down one-fifth from
the record 1955 level, however, total con-
sumer spending expanded more slowly than
in the preceding year. Late in 1956, fol-
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lowing introduction of the 1957 models at
higher prices, seasonally adjusted automo-
bile purchases rose markedly from the re-
duced summer level.
Personal saving as a proportion of dis-
posable income rose in 1956 to slightly over
7 per cent, which was only moderately below
the postwar highs of 1951-53. The in-
crease in personal saving was closely re-
lated to the decline in consumer purchases
of automobiles and the accompanying re-






































































































1 Fourth quarter 1956 figures and changes from earlier quarters are
for seasonally adjusted totals at annual rates.
2 Government sales, amounting to $400 million in the fourth
quarter of 1956, have been deducted.
NOTE.—Estimates for the fourth quarter of 1956 by the Council of
Economic Advisers; data for other quarters from the Department of
'Commerce. Details may not add to totals because of rounding.
Purchases of goods and services by the
Federal Government, which had been fairly
stable from late 1954 to mid-1956, have
increased somewhat since then, reflecting
larger outlays under national security pro-
grams and for soil bank payments. Federal
tax receipts increased substantially, and a
large cash surplus in the calendar year 1956
helped absorb inflationary pressures and
permitted reduction in the Federal debt.
Expenditures by State and local governments
continued to expand steadily.
The moderate gain in aggregate physical
output of goods and services was accom-
panied by a higher level of industrial produc-
tion, as the chart shows. The Board's index
was 143 per cent of the 1947-49 average in
1956, compared with 139 per cent in 1955.
In the first half of the year industrial output
fluctuated around a level slightly below the
peak reached in December 1955. Follow-
ing settlement of the steel strike in the late
summer and the changeover to 1957 au-
tomobile models in the autumn, industrial
output rose rapidly and in December was
at a new high of 147 compared with 144
a year earlier. Durable goods output ac-
counted for most of the rise.
The labor market was strong in 1956.
Employment increased further and unem-
ployment remained at low levels. In Decem-
ber unemployment, at 2.5 million, was about
the same as a year earlier and less than 4
per cent of the civilian labor force. An
increase of 1 million in employment in non-
farm establishments from December 1955
to December 1956 was concentrated in non-
manufacturing activities. In manufactur-
ing industries, employment increased 100,-
000 and the average workweek in December
was somewhat shorter than a year earlier.
Farm employment was lower in late 1956
than a year earlier.

















NOTE.—Seasonally adjusted series, except for prices. Bureau
of Labor Statistics data for employment and prices, and
Federal Reserve data for production. Industrial prices include
those other than farm products and foods. Latest figures
shown are for December.
Average hourly earnings in manufactur-
ing increased about 12 cents, or 6 per cent,
approximately the same as in 1955. With
consumer prices rising, cost of living escala-
tor clauses were included more frequently
in wage contracts. According to Bureau
of Labor Statistics estimates, the number
currently covered by such contracts is more
than twice as large as two years ago.
For the year 1956 output per man-hour
for the economy as a whole apparently grew
less than in most postwar years. In the
latter part of the year, however, it appeared
to be rising more rapidly than for some time.
Wholesale prices of industrial commodi-
ties, both materials and finished products,
have been rising for about 18 months and
at the end of 1956 averaged nearly 8
per cent higher than in mid-195 5. Prices
of farm products made some recovery in
1956 following a long period of decline.
Consumer prices, which had been fairly
stable from early 1951 to the spring of 1956,
have risen since then to new highs. In No-
vember the consumer price index was 2.5
per cent above a year earlier.
BUSINESS INVESTMENT
Business investment outlays in 1956 reached
a record high, well above the earlier
peak in 1951. Expenditures on fixed in-
vestment increased sharply, reflecting sub-
stantial additions to productive capacity and
replacement and modernization of existing
facilities as well as higher prices. Nonfarm
business inventories were accumulated in
about the same volume as in 1955.
Businesses were under financial pressure
in making these investment outlays and their
liquidity as a whole declined. Corporate
profits after taxes were little changed from
the 1955 volume; with dividend payments
rising, retained earnings were smaller than
in 1955. While depreciation allowances rose
further, the total amount of corporate in-
ternal funds appears to have been only
slightly larger than in 1955.
Needs for external financing were large.
Security flotations were in record volume
and bank loans to business also increased.
With demands for funds generally strong,
interest rates advanced to the highest levels
in many years, and other terms of borrow-
ing, particularly prepayment options, also
became less favorable to borrowers. By the
end of the third quarter the liquidity ratio
for corporations, that is the ratio of cash and
United States Government securities to total
current liabilities, was the lowest since be-
fore World War II. Some stretching out
and postponement of business spending on
plant and equipment may have reflected
financial developments as well as shortages
of steel and some other materials.
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PRIVATE DOMESTIC INVESTMENT








/ \ INVENTORY CHANGE
30
1950 19S6
NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation; estimates for the fourth quarter
of 1956 by the Council of Economic Advisers. Business
construction includes all private nonresidential construction.
Fixed investment. Expenditures for pro-
ducers' durable equipment rose steadily,
continuing the rapid advance which began in
early 1955. For the year, they totaled $29
billion, and were about 20 per cent larger
than in 1955. A decline in farm purchases
of equipment was the only significant excep-
tion to the general advance, and even these
increased in the second half of the year.
Price increases for machinery and equip-
ment were general and substantial, but the
physical volume of investment increased
significantly and capacity expanded in many
lines. Expansion in capacity varied widely
among industries. For example, increases
in 1956 are estimated at 4 per cent for steel
ingots, 10 per cent for primary aluminum,
and 15 per cent for cement. Electric power
capacity increased almost 5 per cent.
Expenditures for private nonresidential
construction advanced sharply through the
second quarter and then changed little over
the remainder of the year. Although con-
struction costs continued to rise rapidly to
midsummer, the physical volume of con-
struction was well above that for 1955. In-
dustrial construction showed the largest rise,
with an increase over 1955 of one-fourth in
dollar outlays. Increases in other nonfarm
categories ranged from 5 to 10 per cent.
Farm construction continued the decline
which began in 1952.
While all nonfarm industry groups showed
increases in combined plant and equipment
expenditures, differences in the year-to-year
increases were marked. Railroads raised
their expenditures 37 per cent, while manu-
facturing and mining were up 30 per cent.
Smaller increases, from 10 to 15 per cent,
were shown by other transportation indus-
tries, commercial and miscellaneous indus-
tries, and electric and gas utilities.
Expansion in business spending for plant
and equipment appears to be continuing
into this year. The Commerce-SEC Survey,
taken in late October and November, in-
dicates that business plans further to in-
crease such spending in the current quarter,
although by a smaller amount than earlier.
In some important industries, including man-
ufacturing, spending appears to be leveling
off. At a seasonally adjusted annual rate
of $38 billion in the first quarter of 1957,
planned spending is $5 billion, or one-sixth,
larger than a year earlier.
The survey taken by the McGraw-Hill
Publishing Company in November shows
that for the full year 1957 business antici-
pates expenditures for fixed investment 11
per cent above the record 1956 level. These
plans imply a moderate further increase in
spending from the current quarter. Higher
prices were expected by the respondents to
absorb about half of the anticipated rise in
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outlays from 1956 to 1957. While most
lines are planning increased spending, some
groups are showing declines, in contrast to
the pattern of general increase planned a
year earlier.
Inventories. The book value of nonfarm
business stocks increased more than $6 bil-
lion in the year ending November 1956.
This compares with an advance of $4.5 bil-
lion during the preceding year. Price rises,
however, were a more significant influence
on the value of stocks in 1956 than in 1955.
Stocks expanded significantly in both dura-
ble and nondurable goods lines; in 1955 ac-
cumulation was preponderantly in durables.
The rise in the book value of stocks was
largely concentrated at the manufacturing
level where stocks of purchased materials,
goods in process, and finished goods all in-
creased. This contrasts with 1955, when
manufacturers' stocks of finished goods
changed little. Moderate accumulation in
most lines of wholesale and retail trade was
about offset by substantial liquidation of
dealer stocks of automobiles. New auto
stocks rose after the introduction of 1957
models, but at the year-end were substanti-
ally below a year earlier.
Business sales increased less rapidly than
book value of inventories, and the over-all
ratio of stocks to sales rose from the low
levels prevailing in the second half of 1955.
Increases in stock-sales ratios were concen-
trated in durable goods lines, particularly at
the manufacturing level. Ratios in both
durable and nondurable goods lines, how-
ever, were below the averages prevailing
from 1951 through 1954 and at the year-
end stocks appeared to be about in line
with current sales.
RESIDENTIAL CONSTRUCTION
The number of private nonfarm dwelling
units started in 1956 continued the down-
ward trend that became pronounced in the
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NOTE.—Department of Commerce monthly data, seasonally adjusted, for sales and inventories. Latest figures shown are for
November.
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were the difficulty of obtaining commitments
for mortgage credit, in view of strong over-
all demands for long-term funds, and appar-
ently some relaxation in consumer demands
for new housing. About 1.1 million hous-
ing units were started in 1956, 16 per cent
fewer than in 1955 and about the same as in
1952 and 1953.
Housing markets in 1956 were also char-
acterized by a further rise in costs of land
development and building, a trend toward
construction of larger and more expensive
homes, and a larger volume of expenditures
for additions and alterations to existing
homes. As a result, the decline of 8 per
cent in the dollar value of residential con-
struction activity from 1955 was substan-
tially less than the decline in the number of
units started. Dollar outlays in 1956 ex-
ceeded any year prior to 1955. Stability
in the value of residential construction ac-
tivity in the spring and summer of 1956
was followed by some further reduction.
Most of the decline in the number of
dwelling units started was in houses fi-
nanced by Federally underwritten mort-
gages. As money markets tightened and
interest rates rose under the impact of strong
general demands, funds for such mortgages,
with their maximum permissible interest
rates fixed by law, became less readily avail-
able. Steps were taken by the Federal hous-
ing agencies in September and again in
December to attract more funds into this
area and to encourage construction of low-
cost housing. The number of units financed
by conventional mortgages in 1956 was
about the same as in 1955. Total mortgage
debt outstanding on 1- to 4-family nonfarm
houses rose about $11 billion, an amount
exceeded only by the $12.5 billion increase
in 1955.
CONSUMER EXPENDITURES
For the year 1956, total consumer spending
increased 4.5 per cent compared with a
rise of 7.5 per cent in 1955. The different
rates of growth reflect wide swings in pur-
chases of automobiles. Excluding automo-
bile purchases, consumer spending increased
6 per cent in both years.
In the fourth quarter of 1956, total con-
sumer outlays showed the largest advance
since mid-1955, and were 5 per cent larger
than a year earlier. A sizable advance in
consumer prices, beginning in the spring,
accounted for much of the increase in dollar
outlays. With population growing steadily,
per capita real takings of goods and services
rose less than 2 per cent, compared with
the exceptionally large increase of 5 per
cent in 1955.
Durable goods. Domestic sales of new
automobiles in 1956 numbered 5.8 million
PERSONAL CONSUMPTION EXPENDITURES








NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation; estimates for the fourth quarter
of 1956 by the Council of Economic Advisers.
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units, compared with a record 7.4 million in
1955 and an average of 5.4 million in the
preceding five years. Most of the sharp
decline from the peak in the third quarter
of 1955 had taken place by the spring of
1956 and, after leveling off in the summer,
sales of new autos picked up in the fourth
quarter. With list prices of 1957 models
higher, expenditures for automobiles and
parts in the fourth quarter, at an annual rate
of $15.5 billion, were almost $2 billion
above the previous quarter and $1 billion
below the level of late 1955.
Sales of automobiles in 1955 had been
stimulated by a marked easing of instalment
credit terms, with maturities lengthened and
downpayments reduced. Although terms
did not ease materially further in 1956, they
continued on the liberal side. As sales of
new autos declined, extensions of auto credit
fell off, but less rapidly. At the same time,
repayments continued to grow, reflecting the
earlier upsurge in borrowing, and outstand-
ing automobile instalment credit increased
at a much slower pace than in 1955.
Consumer expenditures for furniture and
household equipment rose much less sharply
in 1955 than purchases of automobiles
They continued to grow moderately in early
1956, and subsequently leveled off.
Nondurable goods and services. Consumer
expenditures for nondurable goods con-
tinued to rise in 1956. In the fourth quarter
they were 4 per cent above a year earlier.
Outlays for food rose somewhat less rapidly
in 1956 than in 1955. Last year, moreover,
food prices increased, in contrast to the de-
cline of 1955, and the gain in real consump-
tion in 1956 was small. Purchases of
clothing and shoes, which have long been
a declining proportion of total consumer
spending, increased last year at about the
same rate as the total.
Consumer expenditures for services in
1956 increased by 7 per cent, the same as in
1955. In earlier postwar years, outlays for
services had also tended to rise more rapidly
than for goods. The increase for 1956
reflected the steady rise in prices as well as
an increased volume of housing services
and of household operation, medical care,
and other services.
PERSONAL INCOME AND SAVING
A major factor making for expansion in con-
sumer spending has been the steady growth
in personal income. In November personal
income, at a seasonally adjusted annual
rate of $334 billion, was $19 billion or 6
per cent above the level of a year earlier.
A further increase apparently occurred in
December.
Wages and salaries have risen to new
PERSONAL INCOME, CONSUMPTION. AND SAVING















NOTE.—Department of Commerce quarterly estimates, ad-
justed for seasonal variation; estimates for the fourth quarter
of 1956 by the Council of Economic Advisers.
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highs in nearly every month since early
1955, when they exceeded their 1953 peak.
In November 1956, they were 6 per cent
above a year earlier. Increases over the year
reflected larger payrolls in nearly all private
industries and in State and local govern-
ments, as employment and wage rates both
increased.
Realized income of farm proprietors in-
creased somewhat in 1956, reflecting in-
creased output, payments under the Federal
soil bank program, and the firming in farm
prices. The increase in farm income fol-
lowed several years of decline. Further
growth in transfer payments resulted mainly
from increased payments under the Old-Age
and Survivors Insurance program. Prop-
erty incomes also continued to rise.
In marked contrast to developments in
1955, consumer expenditures for goods and
services in 1956 increased much less rapidly
than disposable personal income, and per-
sonal saving amounted to $21 billion, com-
pared with $16.5 billion in 1955. As a
proportion of disposable income, personal
saving in 1956 was also higher than in most
postwar years and only moderately below
the advanced levels of 1951-53. In the
fourth quarter, the saving ratio was 7.5 per
cent, compared with the recent low of about
5 per cent in the first quarter of 1955.
The pattern of changes in consumer
spending and income was reflected in
changes in their asset and debt positions.
Saving in the form of financial assets ap-
parently exceeded the advanced level of
1955. Particularly striking was the slower
rate of growth in personal debt in 1956.
Consumer instalment credit, affected par-
ticularly by reduced purchases of automo-
biles, increased about $2.5 billion in 1956,
compared with $5.5 billion in 1955. Out-
standing residential mortgage debt also rose
by a smaller amount than in 1955. On the
whole, consumers' net acquisition of finan-
cial assets was larger than the increase in
their debts. This was in contrast to the
experience of consumers in 1955.
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